
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * * * 

In t h e  Hatter of: 

HILBURN WATER DISTRICT FOR AN 1 
ADJUSTMENT OF RATES PURSUANT 
TO THE ALTERNATIVE PROCEDURE FOR ) 
SHALL U T I L I T I E S  1 

CASE NO. 9300 

O R D E R  

On March 18, 1985, M i l b u r n  Water D i s t r i c t  ("Milburn") filed 

a n  a p p l i c a t i o n  w i t h  t h e  Commission to  i n c r e a s e  its water rates 

p u r s u a n t  to 8 0 7  KAR 5 : 0 7 6 .  T h i s  r e g u l a t i o n  p e r m i t s  u t i l i t i e s  w i t h  

400 or f e w e r  customers or $200,000 or less gross a n n u a l  r e v e n u e s  

to u s e  the alternative f i l i n g  method to  m i n i m i z e  t h e  n e c e s s i t y  for 

formal  h e a r i n g s ,  to  reduce filing requirements and to s h o r t e n  t h e  

time b e t w e e n  t h e  a p p l i c a t i o n  and the Commission's final Order. 

This procedure m i n i m i z e s  rate ease expenses to  t h e  u t i l i t y  and, 

therefore, results i n  lower rates to the ra tepayers .  

Milburn r e q u e s t e d  ra tes  w h i c h  would p r o d u c e  a n  a n n u a l  

i n c r e a s e  of $9,609 o n  a t e s t  year basis, I n  this Order, the 

Commission has allowed rates which will produce a n  a n n u a l  i n c r e a s e  

of $3,720. 

T h e r e  w e r e  no i n t e r v e n o r s  i n  t h i s  mat te r  and no protests 

were e n t e r e d .  A l l  i n f o r m a t i o n  requested by the Commission has 

been f i l e d .  



TEST PERIOD 

M i l b u r n  bas proposed a n d  the Commission h a s  accepted t h e  

12-month period e n d i n g  December 31, 1 9 8 3 #  as t h e  test  period i n  

this case. 

REVENUE AND EXPENSES 

M i l b u r n  had a n e t  o p e r a t i n g  income of $1,767 f o r  t h e  test 

per iod.  M i l b u r n  proposed numerous  a d j u s t m e n t s  to  test  period 

r e v e n u e s  a n d  e x p e n s e s  to  ref lect  m o r e  c u r r e n t  o p e r a t i n g  c o n d i t i o n s  

which resulted i n  a n e t  opera t ing  loss of $10,738. The  Commission 

h a s  accepted M i l b u r n ' s  pro forma r e v e n u e s  a n d  e x p e n s e s  with t h e  

f o l l o w i n g  e x c e p t i o n s :  

Operating Revenue 

M i l b u r n  i n c u r r e d  o p e r a t i n g  r e v e n u e  f r o m  metered w a t e r  sa les  

of $ 2 0 r 4 3 2  for t h e  test  per iod .  M i l b u r n  w a s  p e r m i t t e d  to  i n c r e a s e  

t h e  rates it  could c h a r g e  i n  Case No. 9210. T h e r e f o r e ,  t h e  

Commission h a s  i n c r e a s e d  t e s t  period o p e r a t i n g  r e v e n u e  f r o m  

metered w a t e r  s a l e s  b y  $ 4 # 0 7 2 ,  w h i c h  r e s u l t s  in a n  a d j u s t e d  test 

period l e v e l  of $ 2 4 , 5 0 4 .  2 

Purchased Water 

M i l b u r n  proposed a pzo forma p u r c h a s e d  water  expense  of 

$7,900 w h i c h  r e f l e c t e d  t h e  increased ra tes  from I t s  s u p p l i e r ,  the 

Fancy Farm Water D i s t r i c t  ( " F a n c y  Farm"). I n  response t o  i t e m  

P u r c h a s e d  Water A d j u s t m e n t  o f  M i l b u r n  Water D i s t r i c t ,  d a t ed  
January 15, 1985.  

' O r i g i n a l  Application f i l e d  March 18, 1985, Revenue Table, 
Column Heading-PWA. 
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number IC of t h e  i n i t i a l  Commission request dated May 1 4 ,  1985, 

M i l b u r n  e x p l a i n e d  t h a t  t h i s  a d j u s t m e n t  w a s  c a l c u l a t e d  b y  u s i n g  

estimated water p u r c h a s e s  of 9,875,000 g a l l o n s  i n s t e a d  of t h e  

g a l l o n s  a c t u a l l y  b i l l e d  by Fancy  Farm of 8 , 2 8 0 , 0 0 0 .  n i l b u r n  w e n t  

on to  e x p l a i n  t h a t  estimated water p u r c h a s e s  were used i n  t h i s  

i n s t a n c e  b e c a u s e  t h e  master  m e t e r  wh ich  measured t h e  water 

purchased f r o m  Fancy  Farm was i n o p e r a b l e  d u r i n g  t h e  e n t i r e  test  

p e r i o d  and  was n o t  replaced by Fancy Farm u n t i l  May 1984 .  A f t e r  

t h e  new master meter was i n s t a l l e d  H i l b u r n  discovered t h a t  t h e  

water loss was greater t h a n  w h a t  i t  had  o r i g i n a l l y  contemplated.  

Water loss rose f r o m  5 . 8 5  percent during the test period to 24 .5  

p e r c e n t  in 1984,  and  the test period es t ima ted  water p u r c h a s e s  

were lower t h a n  wha t  a c t u a l l y  occurred. 

The Commission r e c o g n i z e s  t h a t  due to  t h e  f a u l t y  mas ter  

meter M i l b u r n ' s  t e s t  period p u r c h a s e s  are n o t  a n  a c c u r a t e  

r e f l e c t i o n  of w h a t  M i l b u r n  wou ld  n o r m a l l y  p u r c h a s e  d u r i n g  a y e a r .  

T h e r e f o r e ,  t h e  Commission is of t h e  o p i n i o n  t h a t  i t  would  be f a i r ,  

j u s t  a n d  r e a s o n a b l e  to  a d j u s t  M i l b u r n ' s  test  period water 

p u r c h a s e s  to  r e f l e c t  a 15 p e r c e n t  water loss,  w h i c h  is t h e  maximum 

allowed by t h i s  Commission for r a t e - m a k i n g  p u r p o s e s .  Thus, the 

CornmissLon h a s  d e t e r m i n e d  t h e  a l lowab le  g a l l o n e  of p u r c h a s e d  water 

€or r a t e - m a k i n g  p u r p o s e 8  to be 9 , 3 4 3 , 4 7 1   gallon^,^ w h i c h  r e s u l t s  

i n  a r e d u c t i o n  of $ 4 2 5  from M i l b u r n ' s  proposed l e v e l  of $7,900 t o  

a r r i v e  a t  t h e  a d j u s t e d  l e v e l  of $7,475.  4 

7,941,950 ga l lons  so ld  + 0.85 = 9,343,471.  

9,343,471 g a l l o n s  X 806  per 1 , 0 0 0  g a l l o n s  = $7 ,475 .  
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Depreciation Expense 

Milburn's test period depreciation expense was $48132, 

which reflects depreciation on total plant using a composite rate 

of approximately 2.33 percent. It is the Commission's practice 

to compute depreciation expense for rate-making purposes on the 

basis of original cost of the plant in service less contributions 

in aid of construction. The balance sheet filed by Milburn shows 

contributions in aid of construction at the end of t h e  test period 

to be $26,706. This amount is approximately 14.9 percent of the 

total cost of the utility plant in service. In determining a 

reasonable level of depreciation expense, the Commission has 

utilized the depreciation rate applied by Milburn and has excluded 

depreciation associated with contributed property. The adjusted 

depreciation expense for rate-making purposes is $ 3 8 5 4 2 V 6  B 

reduction of $590. 

Maintenance Expenses 

Milburn proposed the following pro form adjustments to test 

p e r i o d  maintenance expenses: an adjustment of $l,200 for repairs 

to mains, an adjustment of $375 for plant maintenance, and an 

adjustment of $500 for pump maintenance. In response to item 

number If  of the initial request and in the response to item 

number 4b of the second request dated August 78 1985, Milburn 

' $48132 $1778548 2.33% 

Total Utility Plant $1788738 
L e s s :  Contributions in Aid of Construction 26,706 
Non -Co n t r i bu ted P1 a n t 1528032 
T i m e s :  Composite Rate 2.33% 
Depreciation Allowed for Rate-Making Purposes 38542 
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stated t h a t  t h e  proposed a d j u s t m e n t s  were based o n  M i l b u r n ' s  past  

e x p e r i e n c e ,  t h e  pas t  experience of o t h e r  d is t r ic ts ,  d i s c u s s i o n s  

w i t h  b o t h  e n g i n e e r s  and  v e n d o r s ,  as w e l l  as the age of t h e  s y s t e m .  

I t  is the pract ice  of t h i s  Commission to  allow o n l y  known and 

m e a s u r a b l e  pro forma a d j u s t m e n t s  for r a t e - m a k i n g  p u r p o s e s .  It is 

t h e  Commiss ion ' s  o p i n i o n  t h a t  h i s tor ic  d a t a ,  a g e  of t h e  system and 

d i s c u s s i o n  w i t h  e n g i n e e r s  a n d / o r  vendors are n o t  s u f f i c i e n t  e v i -  

d e n c e  to  make t h e s e  a d j u s t m e n t s  known or m e a s u r a b l e  s i n c e  t h e r e  

are many variables  t h a t  could a t t r i b u t e  t o  t h e  present and f u t u r e  

n e e d  for m a i n t e n a n c e ,  b u t  n o n e  of these v a r i a b l e s  are r e a d i l y  

i d e n t i f i a b l e  end c e r t a i n l y  n o t  known o r  m e a s u r a b l e .  T h e r e f o r e ,  

the Commission h a s  r e d u c e d  tes t  p e r i o d  o p e r a t i n g  e x p e n s e  by 

$2,075. 

Meter M a i n t e n a n c e  

M i l b u r n  prop9sed a pro forma adjustment of $1,857 t o  t e s t  

p e r i o d  meter m a i n t e n a n c e  e x p e n s e  d u e  t o  t h e  p l a n n e d  checking, 

c a l i b r a t i o n  and  r e p l a c e m e n t  of M i l b u r n ' s  meters. I n  t h e  o r i g i n a l  

a p p l i c a t i o n  M i l b u r n  s ta ted  t h a t  t h e  cost  per meter for t h e  check- 

i n g  and c a l i b r a t i o n  would r u n  approximately $10 to  $15. I n  

d e f e n s e  of t h e  proposed a d j u s t m e n t  M i l b u r n  claimed i n  t h e  r e e p o n s e  

to i t e m  number 1f of t h e  i n i t i a l  r e q u e s t  t h a t  t h e  meters have b e e n  

in u s e  for a p p r o x i m a t e l y  16 years w i t h o u t  a n y  calibrative checks  

b e i n g  p e r f o r m e d  and t h a t  the per meter cost  of $10 t o  $15 w a s  

o b t a i n e d  v i a  a phone  c o n v e r s a t i o n  w i t h  R a l e i g h  B a r t l e t t ,  a certi- 

fied m e t e r  checker. I n  response t o  t h e  s e c o n d  request M i l b u r n  

wen t  o n  to add t h a t  i t  p l a n n e d  to have all or the old metera 

c h e c k e d  and recal ibrated as soon as Milburn becomes f i n a n c i a l l y  
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able and t h a t  Milburn was not exactly sure of t h e  number of meters 

t h a t  would be checked per  month. The Commission is aware t h a t  8 0 7  

KAR 5 : 0 6 6 ,  S e c t i o n  17 ,  s ta tes  t h a t  each utility shall t e s t  its 

w a t e r  meters p e r i o d i c a l l y ;  however,  i n  t h i s  i n s t a n c e  M i l b u r n  is 

not aware of when t h e  p l a n  w i l l  be a c t u a l l y  implemented, the Rum- 

ber of meters t h a t  w i l l  be checked  per y e a r  and  t h e  exact per 

meter cost. T h e  Commission is of t h e  o p i n i o n  t h a t  due to the 

number of u n c e r t a i n t i e s  of this proposed adjustment it does n o t  

meet t h e  criterion of being known or m e a s u r a b l e .  Therefore, the 

Commission h a s  reduced M i l b u r n ' s  meter m a i n t e n a n c e  e x p e n s e  by the 

e n t i r e  a d j u s t m e n t  of $1,857. 

Wage Increases 

M i l b u r n  proposed a pro forma meter reading and c o l l e c t i o n  

labor expense o f  $ 6 , 0 0 0  and a related pro forma t a x  expense of 

$200 for a combined increase of $ 2 , 4 4 4  above test  p e r i o d  o p e r a t i n g  

e x p e n s e s .  Both adjustments were based on projected wage i n c r e a s e s  

to M i l b u r n ' s  m e t e r  reader and bookkeeper. I n  r e s p o n s e  to item 

number le of the i n i t i a l  i n f o r m a t i o n  request M i l b u r n  s ta ted  t h a t  

t h e  projected wage increases for both  t h e  meter reader and book- 

keeper w e r e  b a s e d  o n  hourly wage a n d  time estimates and not on a n y  

specific test period d a t a .  Milburn r e v e a l e d  i n  r e s p o n s e  to  item 

number 28 of t h e  s e c o n d  r e q u e s t  t h a t  the projected wage i n c r e a s e s  

would be imp lemen ted  after M i l b u r n  became f i n a n c i a l l y  able. This 

gives t h e  Commission l i t t l e  c e r t a i n t y  a5 to when or i f  t h e  pro- 

jected wage i n c r e a s e s  w i l l  be imp lemen ted .  S i n c e  there is doubt 

as to when or i f  t h e  projected wage increases w i l l  be imp lemen ted ,  

t h e  Commission is of the o p i n i o n  that t h e  projected wage increases 
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do not meet the criterion of b e i n g  known or measurable. Thus, 

operating expenses have been reduced by $2,444. 

Rate Case Expense 

Milburn proposed a pro forma accounting expense of $1,500 

and an advertising expense of $75 for a combined increase of $575 

to test period operating expenses. In reponse to item number lg 

of the i n i t a l  request Milburn stated that  t h e  proposed increases 

were for the cost of filing Case No. 9210. In addition Milburn has  

indicated the cost of filing t h e  present case is $950. It is t h e  

opinion of the Commission that the filing of a rate case is 

normally a non-recurring expense and that it would be appropriate 

to amortize the cost of filing both cases over a 3-year period. 

Therefore, the Commission has  reduced test period operating 

expenses by $575 and increased test period amortization expense by 

$508 for a net reduction of $67. 

Interest Expense 

Milburn proposed a pro forma Interest expense of $4,238 to 

be included in its operating expenses. It is the practice of this 

Commission not to include interest expense in operating expenses, 

but to include it in the computation of net income as e below-the- 

line expense. Thus,  test year operating expenses have been 

reduced and interest expense increased by the entire amount of 

interest expense of $4,238. 

Therefore, Milburn's test period operations have been 

adjusted as follows: 
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Operating Revenue 
Operating Expense 
Operating Income 

Other Deductions 
Interest Expense 
Net Income 

Milburn's 
Proposed Commi ss ion Commission 
Ad j u 8 ted Adjustments Ad j ust ed 

$20 ,432  $ 4,072 $248504  
$31,170 

<$10,738> 

-0- 
c m 1 7 - 3 ' 8 - >  

(11,696) 
$15,768 

1 9 , 4 7 4  
$- 

$ 4 238 
S - m  

REVENUE REQUIREMENTS 

Milburn's annual debt service based on debt outstanding 

during the test period is $ 7 , 2 9 2 .  Milburn's adjusted net 

operating income of $58030 provides a debt service coverage 

('@DSC") of 0.69X.  The Commission is of the opinion t h a t  t h i s  

coverage is u n f a i r ,  unjust and unreasonable. To a c h i e v e  a DSC of 

l.2X8 which the Commission is of the opinion is the f a i r ,  just and 

reasonable c o v e r a g e  necessary for Milburn to pay its operating 

expenses  and to meet the requirements of its l e n d e r s ,  Milburn 

would require a net operating income of $8,750. Accordingly, the 

Commission has determined that additional revenue of $3,720 is 

necessary to provide the 1 .2X  DSC which will ensure the financial 

stability of Milburn. 

FINDINGS AND ORDERS 

The Cornmiasion, a f ter  coneideration of the application and 

evidence of record and being advised, l e  of the opinion and f i n d 6  

that: 

' Bonds (5-year average principal 1986-1990) 
Interest (5-year average 1986-1990) 
Debt Service 

$3,400 
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1. The rates p r o p o s e d  by Milburn will produce revenues in 

excess of t h e  r e v e n u e s  f o u n d  reasonable h e r e i n  and  s h o u l d  be 

d e n i e d  upon a p p l i c a t i o n  of KRS 2 7 8 . 0 3 0 .  

2.  The rates and  c h a r g e s  i n  Appendix  A are  t h e  f a i r ,  just 

and r e a s o n a b l e  ra tes  t o  be c h a r g e d  by M i l b u r n  i n  t h a t  they s h o u l d  

produce gross revenues from M i l b u r n ' s  o p e r a t i o n s  of $28 ,224 .  

IT IS THEREFORE ORDERED t h a t  t h e  rates proposed by Milburn 

be and they h e r e b y  are d e n i e d .  

IT IS FURTHER ORDERED t h a t  t h e  rates and charges i n  

Appendix A be and t h e y  h e r e b y  are a p p r o v e d  as t h e  f a i r ,  j u s t  and  

r e a s o n a b l e  rates and charges t o  be c h a r g e d  by  M i l b u r n  for s e r v i c e  

rendered on and after t h e  d a t e  of t h i s  Order. 

IT IS FURTHER ORDERED t h a t ,  within 30 days of t h e  date of 

this Order, Milburn s h a l l  f i l e  r e v i s e d  t a r i f f  sheets s e t t i n g  o u t  

t h e  rates and  c h a r g e s  approved herein. 

Done at F r a n k f o r t ,  Ken tucky ,  t h i s  l l t hdayof  October, 1985. 

PUBLIC SERVICE COMMISSION 

c 

ATTEST t 

Secretary : ., 



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 9300 DATED 10/11/85 

The fol lowing rates and chargee ate  prescribed for the 

customers of Hi lburn Water Dis tr i c t .  All other rates and charges 

not specifically mentioned here in  s h a l l  remain the same a s  those 

i n  effect under a u t h o r i t y  of t h i s  Commission prior to the 

effective d a t e  of t h i s  Order. 

USAGE BLOCKS 

F i r s t  2 , 0 0 0  gallons 

Next 3,000 g a l l o n s  

Next 5,000 g a l l o n s  

Next 1 O r O O O  g a l l o n s  

Over 20,000 gallons 

Reconnect ion Fee 

Tap Fee 

RATES 

$ 7 . 6 5  Hinimm 

3 .45  per l r O O Q  gallons 

2 .75  per 1,000 gallons 

2 . 0 5  per 1,000 gallons 

1 . 6 5  per 1,000 g a l l o n s  

$ 15.00 

430.00  


